U.S. and Washington Economic Outlook

Presented to
SW Washington Estate Planning Council

Steve Lerch
Executive Director

February 24, 2015
Vancouver, Washington

: / \é ECONOMIC AND REVENUE FORECAST COUNCIL



Summary

e QOil prices have declined further since the November
forecast

e 2014 and 2015 GDP growth are slightly stronger than
in the November forecast

e Employment gains indicate a strengthening labor
market, but the number of long-term unemployed
remains elevated

e Risks to the baseline include the potential for slower
Chinese economic growth, a Greek exit from the
Eurozone, disruptions to the housing recovery and
geopolitical unrest

e The GF-S revenue forecast has been increased by $107
million for the 2013-15 biennium and by $129 million
for the 2015-17 biennium
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ERFC Forecast Process

The national
economic
forecast is
based by
the Global
Insight
model
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Economic news continues to suggest
risks to forecast

e Upside:
— Declining initial unemployment claims

— Average U.S. monthly increase of 336,000 net
new jobs the past three months

— Low gasoline prices

e Downside:

— Slowing Chinese, Japanese, European
economies
— Lackluster housing activity

— Instability in Middle East, Ukraine/Russia
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Unemployment claims are at pre-
recession levels

U.S. weekly initial unemployment claims, SA
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Monthly job growth has averaged over
250,000 net new jobs since last year

Net New Jobs, U.S.
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Average U.S. wage growth is barely
outpacing inflation

Year-over-year growth in U.S. real hourly wages
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Number of long-term unemployed
workers remains high

Workers unemployed 27+ weeks
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Gasoline prices remain low

$4.00
$3.75
$3.50
$3.25
$3.00
$2.75
$2.50
$2.25

$2.00

Regular, price per gallon (U.S. average)

Jan 13

May 13 Oct 13 Mar 14 Jul 14 Dec 14

Source: Dept. of Energy, weekly data through February 16, 2015

WASHINGTON STATE ECONOMIC AND REVENUE FORECAST COUNCIL



Economic Outlook
February 24, 2015

Slide 10

China’s 2015 & 2016 GDP growth
expected to be below 2014 rate
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Housing starts are trending up but
remain below historic average

U.S. Housing Starts
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Small business optimism and sales
expectations getting back to pre-
recession levels

NFIB Small Business Optimism Index
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Consumer confidence is improving
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Source: University of Michigan, data through Feb. 2015; Conference Board, data through Jan. 2015
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U.S. economic growth has been
slower than in past recoveries
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Demographics and declining
unemployment will slow U.S.
employment growth
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Employment growth since 2007

Total Nonfarm Payroll Employment Growth
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Unemployment rates are down but
still above pre-recession levels
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Non-transportation equipment
exports are declining

Washington Exports
2014Q4 Percent Change, year ago
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Washington new vehicle registrations
may be slowing

Thousands Washington New Vehicle Registrations
SAAR
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WASHINGTON STATE ECONOMIC AND REVENUE FORECAST COUNCIL



Economic Outlook
February 24, 2015

Slide 21

Seattle area employment is growing
much faster than the rest of the state
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Seattle continues to have the lowest
unemployment rate among state
metropolitan areas

November unemployment rate (SA)
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Oil prices dropped even further than
expected in November

Average Price of Crude Oil
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Washington personal income forecast
is almost identical to November

forecast
Washington Personal Income
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February 24, 2015
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State personal income will grow
slightly faster than the U.S.
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Washington employment forecast
revised up

Washington Nonfarm Payroll Employment
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Washington employment will grow
slightly faster than the U.S.

Difference in Nonfarm Employment Growth
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Washington housing permits forecast
is similar to the November forecast

Washington Housing Permits
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The number of Washington estate tax
returns has been fairly constant
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Average tax per taxable estate, 2009
through 2013

Average tax paid, by taxable estate size
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Estate tax collections and forecast

180

160

140
120
0 I T I T I T T T T T T

2011 2012 2013 2014 2015 2016 2017 2018 2019

Millions $

(=Y

A O ® ©
© © o o

N
(=)

Economic Outlook ]
February 24, 2015 Source: Dept. of Revenue, ERFC; fiscal years, forecast 2015 - 2019

Slide 31 WASHINGTON STATE ECONOMIC AND REVENUE FORECAST COUNCIL




Adjusted Y-O-Y
growth for 4th
quarter activity
was 5.8%. Third
quarter growth
was 7.2%.

Adjusted
collections for
4th quarter
activity came in
only 0.3%
higher than the
November
forecast.

The Q4 decline in Revenue Act
collections was expected after a strong

Q3
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Source: DOR and ERFC; monthly data through estimated December 2014 activity
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The surge from liquor privatization is
over

Retail Liquor Liters (SA)
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The number of cannabis
establishments continues to grow

Cannabis Establishments
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Cannabis excise tax and license fee

estimates
Total GF-S
change from
November _—
forecast: $Millions February Forecast
2013-15
+$0.9 M 2013-15 2015-17 2017-19
2015-17 _
+$3.2 M GF-S share of excise
tax and license fees $6.7 $39.3 $65.7
2017-19
+$0.8 M
Non-GF $36.8 $182.3 $297.1
Total $43.4 $221.6 $362.8

* Detail may not add to total due to rounding

Economic Outlook Source: ERFC, LCB, BOTEC Analysis
February 24, 2015
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Conclusion

e The economic forecast is quite similar to
November’s forecast, with the exception of lower
oil prices

e We expect the moderate pace of the economic
recovery to continue in both the U.S. and
Washington economies

e Washington’s economy will continue to be slightly
stronger than the nation as a whole

e The level of uncertainty in the baseline remains
elevated, with risks on both the upside and the
downside

WASHINGTON STATE ECONOMIC AND REVENUE FORECAST COUNCIL



Questions

Economic & Revenue Forecast Council
1025 E. Union Avenue, Suite 544
Olympia WA 98504-0912
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www.erfc.wa.gov
360-534-1560




